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Facing  Our  War  Finance  Problem 


WITH  the  Administration  insisting  upon  the 
adoption  of  an  unparalleled  taxation  program, 
the  public's  attention  is  concentrated,  as  never 
before,  upon  the  perplexing  fiscal  problems  and 
the  financial  policy  of  the  Government.  Every 
loyal  American  is  determined  that  the  United  States 
and  its  Allies  shall  win  this  war  at  whatever  cost  is 
necessary;  but  with  the  burden  falling  increasingly 
heavy  upon  each  of  us  it  is  not  only  natural  but  highly 
desirable  that  every  citizen  should  take  a  more  intel- 
ligent and  intensive  interest  in  Governmental  expen- 
ditures. Consequently,  the  following  consideration 
of  some  of  the  important  factors  governing  our  pres- 
ent financial  policy  may  be  of  timely  service. 

Estimated  Expenditures  for  the  Fiscal  Year 
Ended  June  30,  1918 

Total  expenditures  of  the  Government  from  July  1, 
1917,  to  May  15,  1918,  were  $10,365,629,602.  For 
the  period  from  January  31  to  May  15,  1918,  the 
average  daily  expenditure  was  approximately  $39,- 
000,000.  On  the  assumption  that  the  daily  rate  of 
expenditure  for  the  remaining  period  of  the  fiscal 
year  will  be  about  the  same  as  at  present,  the  total 
expenditures  for  the  remainder  of  the  fiscal  year 
would  be  $1,795,000,000,  making  a  total  of  estimated 
expenditures  of  $12,150,000,000. 

In  view  of  the  fact  that  the  daily  expenditures 
within  the  last  month  have  been  increased  above  the 
average,  and  in  view  of  the  fact  that  the  operation 
of  the  war  machinery  is  daily  being  extended,  it  has 
been  thought  advisable  to  add  at  least  $150,000,000, 
which  would  make  a  total  of  $12,300,000,000,  as  the 
total  estimated  expenditures  for  the  present  fiscal 
year. 

The  ordinary  revenues  of  the  Government,  includ- 
ing Panama  Canal  tolls  less  income  and  excess  prof- 
its taxes  from  July  1,  1917,  to  May  15,  1918,  were 
$1,063,345,638.  On  the  basis  of  the  average  daily 
receipts  from  January  31  to  May  15,  1918,  of  about 
$4,270,000,  this  total  will  be  increased  to  $1,260,000,- 
000.  Various  estimates  have  been  made  as  to  the 
probable  returns  from  income  and  excess  profits 
taxes  for  the  present  fiscal  year.  They  range  from 
$2,700,000,000  to  $3,500,000,000.    The  latest  esti- 


mate of  the  Secretary  of  the  Treasury  of  the  probable 
return  of  these  two  taxes  is  in  excess  of  $2,700,000,- 
000.  On  this  basis  the  Treasury  Department 
estimates  that  the  revenue  receipts  of  the  Govern- 
ment as  distinguished  from  proceeds  of  loans,  will  be 
about  $4,095,000,000.  Should  this  estimate  of 
income  and  excess  profits  taxes  be  conservative, 
as  many  think,  the  receipts  will  be  in  excess  of  these 
figures. 

The  total  advances  to  our  Allies  from  July  1,  1917, 
to  May  5,  1918,  were  $4,251,329,750.  During  the 
period  from  January  31  to  May  15,  1918,  the  average 
daily  advances  to  Allies  were  $10,670,000.  On  the 
assumption  that  the  advances  to  our  Allies  will  con- 
tinue to  the  end  of  the  fiscal  year  at  the  same  rate, 
the  total  advances  to  them  will  approximate  $4,750,- 
000,000. 

If  the  total  estimated  advances  to  our  Allies  of 
$4,750,000,000  be  deducted  from  the  estimated 
total  expenditures  of  the  Government  of  $12,300,- 
000,000,  there  remains  $7,550,000,000,  which  would 
represent  our  own  Governmental  expenditures. 

Percentage  op  Total  Expenditures  Met  by 
Taxes  and  Ordinary  Receipts 

On  the  basis  of  the  above  figures,  the  percentage 
of  total  Governmental  expenditures  to  be  met  by 
taxes  and  ordinary  receipts  is  approximately  33%. 
If  the  income  and  excess  profits  taxes  yield  a  larger 
sum  than  has  recently  been  estimated  by  the  Treas- 
ury Department,  this  percentage  will  be  increased. 
If  the  total  estimated  advances  made  to  our  Allies 
be  deducted  from  our  total  expenditures,  it  is  seen 
that  we  will  pay  at  least  54%  of  our  own  Govern- 
mental expenditures  from  ordinary  receipts  and 
taxes. 

Capital  Expenditures 

In  looking  at  this  problem,  and  the  extent  to  which 
our  Government  is  defraying  its  own  war  expenses 
out  of  taxes,  it  should  be  distinctly  understood  that 
a  relatively  important  part  of  our  present  expendi- 
tures are  for  capital  account,  a  considerable  portion 
of  which  will  constitute  a  basis  for  future  income. 
Ships,  shipbuilding  plants,  part  of  the  railway 


equipment  in  France,  the  loans  made  to  American 
railways  and  the  loans  made  to  industry,  are  capital 
expenditures,  which  to  a  greater  or  less  extent  may 
be  considered  as  a  basis  for  future  revenue,  or  for 
reimbursement  of  public  debt  account.  In  the 
immediate  future  the  expenses  for  capital  account 
will  probably  be  increased  due  to  the  operations  of 
the  War  Finance  Corporation  and  the  revolving 
credit  for  railroads. 

Need  for  Increased  Revenue  in  the  Future 

One  of  the  most  important  problems  before  the 
country  today  is  the  need  for  increasing  Govern- 
ment revenue  by  means  other  than  by  the  sale  of 
bonds.  When  the  budget  of  expenditures  for  the 
fiscal  year  ended  June  30,  1918,  was  proposed,  the 
general  expenditures  were  estimated  at  about 
$18,000,000,000,  while  the  actual  expenditures  will 
be  about  $12,000,000,000.  At  present  those  who 
have  the  drafting  of  our  appropriations  are  talking 
of  Government  expenditures  for  the  coming  fiscal 
year  in  the  neighborhood  of  $25,000,000,000.  Secre- 
tary McAdoo  estimates  the  total  at  $24,000,000,000. 

Many  students  of  this  question  doubt  the  ability 
of  the  Government  to  spend  $24,000,000,000  in  a 
year.  It  must  be  recognized,  however,  that  with  the 
gradual  adjustment  of  industiy  to  war  purposes, 
the  ability  of  the  country  to  use  war  materials  will  be 
increased,  and  thereby  the  ability  of  the  Govern- 
ment to  spend  will  be  materially  augmented. 

Modification  of  the  Revenue  System 

In  increasing  the  yield  from  taxes  following  the 
outbreak  of  war,  a  government,  of  necessity,  must 
build  up  its  tax  program  upon  the  existing  fiscal 
system,  and  only  after  some  period  of  time  is  it  able 
to  devise  new  types  of  taxes.  In  enlarging  the  tax 
system  and  in  developing  new  taxes,  mistakes  may 
be  made,  particularly  in  view  of  the  fact  that  tax 
legislation,  like  all  legislation,  is  usually  the  result 
of  compromise. 

In  surveying  our  present  tax  program,  in  relation 
to  the  question  of  an  increase  in  revenue,  three  possi- 
bilities commend  themselves  to  the  student  of 
government  finance.  The  first  is  that  of  a  modifi- 
cation of  the  income  tax  schedules.  Before  the  war 
the  income  tax  did  not  occupy  a  very  prominent 
place  in  our  fiscal  system,  and  in  view  of  the  fact 
that  the  Federal  Government  had  been  receiving 
its  revenues  principally  from  indirect  taxes,  which 
bore  heavily  upon  the  people  of  smaller  incomes, 
the  progressive  feature  was  introduced  into  the 
income  tax  as  a  compensatory  principle  with  the 


object  of  equalizing  the  burden  of  Government 
finance  among  all  classes  of  people.  In  modifying 
the  existing  income  tax  for  war  purposes,  this  pro- 
gressive feature  was  carried  perhaps  somewhat  to 
extreme.  On  the  return  of  peace  the  income  tax  will 
undoubtedly  continue  to  occupy  a  more  important 
place  in  our  fiscal  system  than  before,  and  conse- 
quently it  seems  desirable  to  modify,  even  during  the 
war,  the  present  income  tax  schedule  along  the  lines 
of  the  development  of  the  incone  tax  in  countries 
where  it  has  been  in  use  many  years  and  has  been 
an  important  part  of  the  fiscal  system.  The  experi- 
ence of  these  countries  teaches  that  the  exemption 
limit  should  be  lowered,  that  the  normal  rates  of  the 
income  tax  should  be  increased  for  all  schedules,  and 
that  in  addition,  the  rate  of  surtax,  at  least  as  a  war 
measure,  also  should  be  increased. 

The  second  possibility  is  that  of  changing  the 
present  excess  profits  tax,  which  has  produced  large 
revenues  for  the  Government,  but  which,  in  many 
instances,  has  imposed  a  disproportionate  burden  on 
industry.  Aside  from  the  question  of  a  tax  upon 
business,  it  would  seem  advisable  to  develop  a  bona 
fide  war-profits  tax,  which  doubtless  would  bring 
in  larger  revenues  than  the  present  tax,  and  at  the 
same  time  bear  more  heavily  upon  those  businesses 
and  industries  which  have  been  benefited  directly 
or  indirectly  by  the  prosecution  of  the  war.  It 
would  be  no  injustice  to  make  such  enterprises  pay 
heavier  taxes  based  on  their  war  profits. 

The  third  possibility  is  that  of  the  development 
of  a  consumption  tax.  The  internal  revenue  tax  on 
tobacco  and  beverages  is  clearly  a  levy  of  that  nature. 
Consumption  taxes  may  be  of  two  classes — one  that 
is  applied  to  all  articles  which  are  consumed,  primarily 
applied  at  the  source  of  production,  and  the  other 
a  tax  on  certain  articles,  such  as  luxuries  or  so- 
called  non-essentials.  France  has  adopted  the  latter 
type  of  consumption  tax,  and  in  England  it  has 
been  proposed. 

It  is  quite  generally  recognized  that  industry,  as 
far  as  possible,  should  be  adjusted  to  meet  the 
needs  of  the  war,  but  in  making  this  adjustment,  it 
is  highly  desirable  as  a  practical  measure  to  main- 
tain our  present  industrial  organization.  In  some 
instances  it  should  be  possible  to  maintain  the 
industrial  organization  by  adapting  the  present 
facilities  to  the  production  of  certain  related  war 
materials.  In  other  instances  that  would  be  difficult 
to  do  so,  and,  to  maintain  the  organization  it  would 
be  necessary  to  continue  the  production  of  com- 
modities in  limited  quantities.  A  consumption  tax 
placed  upon  such  articles  would  enable  us  to  main- 
tain this  organization,  without  imposing  a  too  heavy 


burden  upon  the  consumer,  and  at  the  same 
time  give  the  Government  an  important  source  of 
revenue. 

Extent  of  Reliance  Upon  Taxes 

Economists  are  not  in  agreement  as  to  what  pro- 
portion of  the  expenditures  of  the  Government  dur- 
ing the  war  should  be  met  by  taxes. 

Professor  Henry  C.  Adams  in  his  "Pubhc  Debts" 
stated  as  follows:  "Reliance  cannot  be  placed  upon 
loans  nor  wholly  upon  taxes,  but  fiscal  administra- 
tion should  be  so  adjusted  as  to  change  the  burden 
of  expenditure  from  credit  to  clear  income." 

Professor  Bullock  has  stated  that  "A  sound  pro- 
gram of  war  finance  must  avoid  the  extremes  of 
exclusive  reliance  upon  loans  and  exclusive  reliance 
upon  taxation.  Except  in  direst  need,  it  must  avoid 
unnecessary  strain  upon  any  part  of  our  industrial 
organization.  We  should  tax  heavily  in  order  to 
minimize  the  strain  upon  national  credit;  but  we 
must  permit  industry  to  prosper,  and  allow  time  for 
readjustments  which  are  going  to  be  necessary." 

If  a  taxation  system  could  be  devised  by  which 
the  burden  placed  on  every  individual  would  be 
commensurate  with  his  savings,  the  war  might  be 
financed  by  taxes,  but  as  a  practical  problem  it  is 
impossible  to  adjust  an  existing  taxation  system  to 
that  ideal,  and  many  people  engaged  in  industry 
would  be  handicapped  by  too  severe  a  taxation 
program. 

Part  Plated  by  Banks 

In  any  war-finance  program  the  banks  of  the 
country  have  a  very  important  part  to  play.  In 
European  countries  the  banks  as  a  rule  are  not 
only  buyers  of  govo-nment  bonds  for  their  own 
account,  and  lenders  to  individuals  for  the  purchase 
of  bonds,  but  also  make  advances  direct  to  the 
governments.  It  is  generally  recognized  that  the 
banks  should  not  be  called  upon  to  assume  too 
weighty  a  burden  in  the  floating  of  government 
bonds.  Up  to  the  present,  our  banks  have  not  been 
called  upon  to  assume  a  very  heavy  load  and  they 
have  been  able  to  pass  on  an  important  proportion 
of  their  holdings.  Recently  the  banks  of  the  coun- 
try have  taken  up  a  large  proportion  of  the  certifi- 
cates of  indebtedness  which  have  been  issued  in 
anticipation  of  taxes  and  subscriptions  to  the  third 
Liberty  Loan.  These  are  clearly  short  term  obliga- 
tions and  their  absorption  by  the  banks  is  in  accord- 
ance with  recognized  principles  of  sound  finance, 
provided  the  Government  is  still  able  to  float  long 
term  loans.  The  following  table  illustrates  the 
holdings  of  the  NationaljBanks: 


Liberty  Certificates  of 

Bonds  Indebtednesa 
November  20,  1917  .     .     .      703,000,000  936,000,000* 
December  31,  1917    .     .     .      609,000,000  300,000,000* 
March  4,  1918     ....      434,000,000  877,000,000* 
♦Estimated. 

The  ability  of  the  national  banks  to  dispose  of 
an  important  part  of  their  holdings  of  Government 
bonds  indicates  the  strong  absorptive  power  of  the 
country. 

Government  Expenditures  Balanced  by  Savings 

It  is  generally  recognized  that  a  war  is  fought  by 
goods  and  services.  The  normal  annual  production 
of  goods  is  used  for  individual  consumption,  main- 
tenance of  the  capital  fund,  and  additions  to  the 
capital  fund  from  savings  of  the  people.  It  is  evi- 
dent that  the  Government  can  utilize  savings  for  war 
purposes  provided  enough  of  our  productive  energy 
can  be  shifted  to  the  manufacture  of  war  essentials. 
If  more  of  the  annual  production  is  required  for  war 
uses  it  will  be  necessary  to  reduce  individual  con- 
sumption and  perhaps  to  undermaintain  our  capital 
fund  which  can  be  done  safely  for  only  comparatively 
short  periods  of  time.  It  is  not  possible  for  a  govern- 
ment to  spend  more  than  these  savings  except  by 
artificially  increasing  prices,  which  leads  to  a 
nominal  increase  in  the  power  of  the  government  to 
spend  and  has  some  justification  in  the  stimulation, 
artificial  as  it  may  be,  of  industry,  particularly  during 
the  period  of  adjustment  to  a  war  basis.  It  is  very 
doubtful  whether  a  financial  policy  for  a  long  war 
can  avoid  this  and  whether  it  would  be  essentially 
necessary  to  avoid  it.  In  the  case  of  our  own  ex- 
penditures during  the  present  fiscal  year,  it  is  prob- 
able that  they  are  just  about  balanced  by  savings. 
Professor  Friday  has  estimated  that  for  1917  the 
savings  available  for  financing  the  war  were  approxi- 
mately $11,000,000,000.  The  demands  in  the  future 
will  probably  be  of  such  a  magnitude  as  to  necessitate 
an  important  decrease  in  individual  consumption  in 
order  that  sufl&cient  productive  energy  may  be  re- 
leased for  war  uses. 

Financial  Situation  Prior  To  and  Following 
THE  Civil  War 

In  considering  our  present  financial  policy,  it  may 
be  interesting  and  instructive  to  contrast  the  exist- 
ing program  with  that  of  the  Civil  War  period. 

The  United  States  in  its  economic  and  financial 
policy  was  in  the  position  of  a  new  country 
with  a  vast  undeveloped  area.  For  the  first  half 
of  the  nineteenth  century,  its  funds  were  obtained 
from  customs  duties  and  the  sale  of  public  lands, 
and  there  had  been  no  occasion  to  construct  a  tax 


program  which  could  be  utihzed  for  producing  en- 
larged revenues. 

During  war,  customs  duties  invariably  fall  off  and 
revenues  from  the  sale  of  public  lands  naturally 
decrease.  In  1860  there  was  no  provision  for  a  com- 
prehensive program  of  taxation  upon  which  a  sound 
financial  structure  might  be  erected.  The  banking 
system  consisted  of  a  miscellaneous  group  of  private 
and  State  banks,  operating  independently  and 
there  was  no  real  power  by  which  they  could  be 
brought  together  in  unity  of  action.  There  were  no 
organized  channels  through  which  the  distribution  of 
securities  could  be  made  to  the  pubUc. 

After  the  election  of  November,  1860,  which 
materially  affected  the  banking  situation,  the  south- 
ern banks  withdrew  large  amounts  of  money  de- 
posited in  northern  banks,  with  the  result  that  loans 
were  contracted.  The  public  mind  was  so  disturbed, 
that  the  Government  had  to  pay  from  10%  to  12% 
on  its  short  term  Treasury  notes,  which  were  issued 
under  the  Act  of  1860.  The  Lincoln  Administration 
found  the  Treasury  practically  empty,  the  adminis- 
trative departments  disorganized,  custom  receipts 
almost  at  a  standstill,  debt  increasing  and  Govern- 
ment credit  weakening.  For  the  fiscal  year  ended 
June  30,  1861,  it  was  necessary  for  the  Government 
to  borrow  in  order  to  meet  even  its  ordinary  expen- 
ditures, without  additional  war  expenditures.  There 
was  an  uncertainty  as  to  the  probable  duration  of  the 
war,  and  in  the  North  particularly  the  feeling  was 
predominant  that  it  was  going  to  be  a  short  war. 

In  July,  1861,  Secretary  Chase,  who  had  direction 
of  our  financial  program,  stated  that  in  his  opinion 
there  should  be  no  extraordinary  taxation  beyond 
what  was  necessary  to  meet  normal  expenditures, 
the  interest  on  new  loans,  and  to  establish  a  sinking 
fund  for  the  retirement  of  a  small  amount  of  the  new 
debts  created.  Therefore,  the  revenue  measure  of 
July  1,  1861,  provided  for  only  a  very  nominal 
increase  in  taxation.  As  it  was  necessary  for  the 
Government  to  obtain  funds,  the  Secretary  under- 
took to  borrow  $150,000,000  on  7.3%  three-year 
notes.  Representatives  of  banking  institutions  in 
Washington,  New  York  and  Philadelphia,  after 
consultation  with  the  Secretary,  agreed  to  sub- 
scribe to  an  immediate  loan  of  $50,000,000,  and  in 
addition  promised  to  take  two  further  installments 
of  $50,000,000  each.  The  aggregate  capital  of  the 
banks  entering  into  this  undertaking  amounted  to 
$150,000,000,  and  their  cash  assets  to  $63,000,000. 
It  was  agreed  that  the  banks  should  take  for  their 
own  account  the  total  amount  of  bonds  and  assume 
the  responsibility  of  distributing  them  to  the  public. 


The  bankers  desired  that  the  funds  they  loaned 
to  the  Government  under  this  agreement  should  be 
in  the  form  of  deposits  to  remain  with  them  until 
checked  out  by  the  Government  to  meet  current 
disbursements.  This  would  have  made  it  possible 
for  the  banks  to  use  their  own  notes  or  deposit 
accounts  in  payment  of  Treasury  notes,  but  dis- 
agreement arose  in  regard  to  this  method  of  pay- 
ment with  the  result  that  the  Secretary  of  the 
Treasury  insisted  that  the  banks  should  make  their 
payments  in  specie.  He  also  made  free  use  of  his 
power  of  issuing  demand  notes  which  were  placed 
in  circulation  and  which  were  legal  tender  for  the 
payment  of  public  debts. 

On  December  31,  1861,  the  New  York  City  banks 
suspended  specie  payments  and  this  suspension, 
which  became  general  over  the  country,  was  speedily 
followed  by  similar  action  on  the  part  of  the  Govern- 
ment. 

There  is  a  difference  of  opinion  as  to  the  reasons 
for  the  suspension  of  specie  payments,  but  the 
banks  contended  that  it  was  due  to  the  insistence 
of  the  Secretary  of  the  Treasury  that  they  should 
pay  for  Government  bonds  in  specie  instead  of 
being  allowed  to  retain  the  funds  as  Government 
deposits,  and  also  to  the  fact  that  the  banks  were 
generally  expected  by  their  customers  to  receive 
the  Government  demand  notes  as  deposits,  and 
permit  them  to  be  drawn  against  in  coin.  This 
meant  that  the  banks  were  obliged  to  sustain 
not  only  their  own  bank  notes  but  the  demand 
notes  of  the  Government,  and  this  burden  became 
too  onerous  for  them. 

Following  the  suspension  of  specie  payments,  the 
Act  of  February  25,  1862,  provided  for  the  issuance 
of  $150,000,000  legal  tender  United  States  notes, 
which  were  increased  later  and  on  September  1, 
1865,  $433,160,000  were  outstanding. 

The  financial  policy  of  the  Civil  War  is  generally 
criticized  by  students  of  finance,  because  there  was 
little  resort  to  taxation,  and  a  restricted  distribu- 
tion of  Government  bonds  on  account  of  mismanage- 
ment in  the  flotation  of  loans. 

Secretary  Chase  had  stated  that  the  tax  program 
should  provide  for  the  ordinary  budget  and  the 
interest  and  sinking  fund  of  the  new  debt.  It  is 
evident,  however,  that  the  revenue  receipts  up  to 
June  30,  1865,  failed  to  meet  this  standard. 

In  making  the  following  estimate  of  the  ordinary 
budget,  the  pre-war  expenditures  of  the  Navy  and 
War  Departments  have  been  added  to  the  general 
expenditures,  including  interest  on  the  new  debt 


created  during  the  war,  allowing  any  nominal  in- 
crease in  the  expenditures  of  the  Navy  and  War 
Departments  to  be  classed  as  bona  fide  war  expen- 
ditures : 


Fiscal  Year,  June  30 
Disburaements      1861     1862      1863      1864      1865  1886 

Millions 


1861  1862 


1863  1864 
Millions 


1865  1866 


Civil  .... 

18 

2 

17 

9 

22 

4 

26 

6 

42 

7 

40 

6 

Pension 

1 

0 

.9 

1 

0 

6 

0 

16 

3 

15 

6 

?. 

8 

2 

3 

3 

1 

2 

7 

5 

1 

3 

3 

Interest  on  Public 

Debt  .... 

4 

0 

13 

1 

24 

8 

53 

7 

77 

4 

133 

1 

Postal  Disburse- 

ments. 

13 

5 

11 

9 

12 

0 

13 

4 

14 

8 

14 

5 

Average  Pre-War 

Budget* 

21 

.7 

21 

.8 

21 

8 

21 

8 

21 

8 

21 

8 

Average  Pre-War 

Navy  Budget*  . 

13 

2 

13 

2 

13 

2 

13 

2 

13 

2 

13 

2 

Estimated  Ordinary 

Budget** 

74 

6 

81 

.0 

98 

3 

136 

3 

191 

3 

242 

.0 

Total  War  Expendi- 

4 

396 

.8 

631 

6 

741 

1 

1118 

3 

291 

6 

*  Average  for  years  1858,  1859,  1860. 
**Include3  interest  on  new  debt. 


Receipts  1861      1862      1863      1864      1865  1866 

Millions 


Customs  Revenue 

39 

6 

49 

1 

69 

1 

102 

3 

85 

0 

179 

0 

Internal  Revenue  . 

37 

6 

109 

7 

209 

4 

309 

2 

Miscellaneous  Rev- 

enue .... 

1 

9 

2 

9 

5 

4 

50 

7 

32 

9 

69 

5 

Total  Revenue 

41 

5 

52 

0 

112 

1 

262 

7 

327 

3 

557 

8 

Postal  Receipts 

8 

3 

8 

3 

11 

2 

12 

4 

14 

6 

14 

4 

Total  Revenue  and 

Postal  Receipts  . 

49 

8 

60 

3 

123 

3 

275 

1 

341 

9 

572 

2 

Receipts  from  U.  S. 

Securities* 

23 

2 

433 

7 

596 

2 

700 

2 

867 

3 

82 

0 

Total  Receipts  . 

73 

0 

494 

0 

719 

5 

975 

3 

1209 

2 

654 

2 

*Ineludes  legal  tender  notes 


1861    1862     1863      1864      1865  1866 
Millions 

%    of   Revenue  to 

Total  Receipts  .  56.8  10.5  15.6  26.9  27.1  85.4 
%  of  Revenue  and 

Postal  Receipts  to 

Pre-War  Budget  .  65.6    79.3    162.2    362.2    449.8  753.0 

%  of  Revenue  and 
Postal  Receipts  to 
"Estimated  Ordin- 
ary Budget"  .     .  66.8    74.3    125.4    201.9    178.7  236.5 

%  of  "Actual  War 
Expenditures" 
paid   by  revenue 

in  each  year   3.9      18.7  13.4   


%■  of  "Actual  War 
Expenditures" 
paid  by  revenues 
after  making  up 
past  deficits  of 
"Estimated  Ordin- 
ary Budget"    15.9  13.4   

It  is  evident  from  the  above  figures  that  up  to 
June  30,  1865,  the  actual  war  expenditures  amounted 
to  $2,888,000,000,  of  which  $268,000,000  or  9.3% 
was  paid  from  revenue  receipts.  The  total  financial 
cost  was  somewhat  in  excess  of  this  because  some 
claims  were  brought  in  during  later  periods. 

Our  Present  Sound  Position 

If  we  contrast  our  financial  policy  and  the  condi- 
tions which  existed  during  the  Civil  War  with  those 
of  today,  the  soundness  and  strength  of  our  present 
position  are  strikingly  demonstrated.  During  the 
Civil  War,  it  will  be  remembered,  there  was  no  pro- 
vision for  adequate  taxation  and  there  were  no 
channels  for  the  organized  distribution  of  Govern- 
ment bonds,  which  had  to  be  purchased  by  the  banks 
and  paid  for  in  specie.  Today  we  have  a  taxation 
program  which  is  expected  to  yield  about  half  of  the 
cost  of  the  first  year  of  our  participation  in  the  war, 
and,  as  our  expenditures  increase,  we  are  planning  to 
double  our  taxation.  The  Third  Liberty  Loan,  with 
17,000,000  subscribers,  affords  ample  evidence  of 
our  unequalled  market  for  Government  bonds. 

In  Civil  War  times  our  gold  reserves  were  scattered 
among  many  independent  State  banks.  Our  present 
gold  reserve,  which  consists  of  more  than  one-third 
of  the  world's  total  amount  of  gold  coin  and  bullion, 
is  concentrated  in  the  Federal  Reserve  System,  which 
is  generally  recognized  as  one  of  the  best  and  strong- 
est bank  systems  in  the  world. 

Depleted  reserves  and  large  payments  in  specie 
by  the  banks  during  the  Civil  War  led  to  a  general 
suspension  of  specie  payments,  which  resulted  in 
currency  inflation  to  a  large  and  dangerous  degree. 
A  repetition  of  such  a  condition  now  is  practically 
impossible,  and  we  need  fear  no  serious  inflation  of 
our  credit  structure  or  unsafe  inflation  of  currency. 

And  finally,  through  expenditures  for  capital 
purposes,  as  has  been  pointed  out  in  this  brief  sur- 
vey of  some  of  the  factors  governing  our  present 
financial  policy,  we  are  investing  in  sources  of  futvu'e 
revenue  and  reinforcing  our  existing  sound  economic 
foundation. 
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